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STATEMENT ON 
AUDITING PROCEDURE 
SEPTEMBER 1965 34 
Long-Term Investments 
Purpose of the Statement 
1. Long-term investments constitute a substantial portion of 
the assets of a number of enterprises, and are particularly signifi-
cant for investment and holding companies, such as small busi-
ness investment companies and bank holding companies. Matters 
relative to auditing long-term investments therefore are of major 
interest to the profession. The purpose of this statement is to 
furnish some guides in applying generally accepted auditing 
standards to examinations of the financial statements of companies 
with such investments. These investments may be represented by 
capital stock and other equity interests, bonds and similar debt 
obligations, and loans and advances that are in the nature of 
investments. The statement is concerned mainly with evidential 
matter corroborating both the amounts at which long-term in-
investments are stated in the financial statements and the re-
lated disclosures. 
Objective of Examination 
2. The independent auditor should ascertain whether the 
long-term investments are stated on a basis that conforms with 
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generally accepted accounting principles and whether the re-
lated disclosures are adequate. He should therefore obtain evi-
dential matter regarding the existence, ownership, cost, and 
carrying value of the investments and any related disclosures in 
the financial statements. 
Types of Evidence 
3. Evidential matter as to existence and ownership of long-
term investments includes the accounting records and documents 
supporting the acquisition of the investment. In the case of 
investments in the form of securities (such as stocks, bonds, and 
notes), this evidential matter should be corroborated by inspec-
tion of the securities, or in appropriate circumstances, by written 
confirmation from an independent custodian of securities on 
deposit or in safekeeping. In the case of loans, advances, and 
certain bonds and similar debt obligations, the evidential matter 
obtained from the accounting records and documents should 
be corroborated by written confirmation from the debtor or 
trustee. 
4. Accounting records and documents relating to the ac-
quisition of an investment provide evidential matter as to its cost. 
5. Additional evidential matter supporting an opinion as to 
whether the investment is stated on a basis conforming with 
generally accepted accounting principles, which also compre-
hends the adequacy of disclosure and consideration of whether 
the investment is impaired, may be available in the following 
forms: 
A. Audited Financial Statements. Financial statements of the 
company in which an investment in capital stock or other 
equity interests has been made constitute sufficient evi-
dential matter of the equity in underlying net assets of 
that company when such statements have been examined 
by the principal auditor or by another independent audi-
tor whose report is satisfactory to the principal auditor. 
Audited financial statements also constitute one of the 
items of evidential matter that may be used with respect 
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to investments in bonds and similar debt obligations, and 
loans and advances. When utilization of the reports of 
other auditors constitutes a major element of the evidence 
considered competent and sufficient for investments repre-
sented by capital stock or other equity interests, the in-
dependent auditor should be guided by the standards 
applicable to reporting on consolidated or combined state-
ments (see paragraphs 32-36, Chapter 10, Statements on 
Auditing Procedure No. 33). 
B. Market Quotations. Quotations of security prices ordinarily 
constitute sufficient evidential matter as to the current 
market value of securities, if the quotations are based on 
a reasonably broad and active market. 
C. Other Evidential Matter. 
(i) Auditing procedures applied to the financial state-
ments of the company in which there is an invest-
ment provide evidential matter for long-term in-
vestments. Such evidential matter may be sufficient 
if the auditing procedures are substantive. Sub-
stantive auditing procedures would ordinarily in-
clude evaluation of the system of internal control 
and most of the other procedures necessary for an 
opinion on the separate financial statements of the 
company in which there is an investment. When 
there are investments in a number of affiliates under 
common or uniform management, and operating 
under satisfactory conditions of internal control, suf-
ficient evidential matter ordinarily may be obtained 
by examining the financial statements of a repre-
sentative number of the individual companies or by 
applying selected auditing procedures with respect 
to all or most of the affiliates. 
(ii) When the cost of the investment reflects factors 
(such as mineral rights, growing timber, and patents) 
which are not recognized in the financial statements 
of the company in which there is an investment, evi-
dential matter may be available in the form of cur-
rent evaluations of these factors. Evaluations made 
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by persons within the investing company or within 
the company in which there is an investment may 
be acceptable; evaluations made by persons inde-
pendent of these companies will usually provide 
more competent evidential matter than evaluations 
made within the companies, 
(iii) Unaudited financial statements, reports such as those 
issued on examination by regulatory bodies and tax-
ing authorities, and similar data have significance, 
but are not by themselves sufficient as evidential 
matter. 
6. Often there will be collateral in the form of negotiable 
securities, real estate, chattels, or other property pledged as 
security for investments in bonds, notes, loans, or advances. The 
independent auditor should satisfy himself regarding the exist-
ence of the collateral, and if the value of the collateral is an 
important factor in considering collectibility, he should satisfy 
himself that the collateral is in transferable form and should 
obtain evidential matter, such as market quotations, the amount 
of underlying net assets, or appraisal figures as may be appro-
priate in the circumstances. 
Effect on Opinion 
7. Long-term investments may be made in either speculative 
or established businesses operating in commercial, financial, or 
industrial fields under a variety of conditions. Because of the 
intangible and complicated nature of the evidential matter sup-
porting many investments, the independent auditor must exer-
cise judgment in forming the opinion that he may express in 
each situation. 
8. When long-term investments are material in relation to 
the financial position and results of operations of an investing 
company, the independent auditor is not in a position to express 
an unqualified opinion on its financial statements unless he has 
obtained sufficient evidential matter in support of the objectives 
described in paragraph 2. 
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9. The following are suggestions of the types of reports that 
may be given by the independent auditor when there are restric-
tions on the scope of his examination or uncertainties as to future 
developments with respect to the investments: 
A. There may be situations where sufficient evidential matter 
is not made available to the independent auditor or where 
he is not permitted to examine a sufficient number of 
subsidiaries of a holding company so that there is an 
effective limitation on the scope of his examination. In 
these circumstances an exception is required in the scope 
representation of the independent auditor's report, and a 
qualified opinion or a disclaimer of opinion is required, 
as contemplated in paragraphs 27-31 of Chapter 10 of 
Statements on Auditing Procedure No. 33. 
B. There may be situations in which the independent auditor 
has examined the available evidential matter but finds 
that because of existing conditions there is uncertainty 
about the ultimate realization of long-term investments. 
In such circumstances the independent auditor should 
either qualify his opinion or disclaim an opinion on the 
financial statements taken as a whole, depending on the 
materiality of the investments. In appropriate circum-
stances, the disclaimer of opinion may be accompanied 
by a piecemeal opinion. Examples of these types of reports 
are as follows: 
Qualified Opinion 
(Scope paragraph) 
We have examined the balance sheet of XYZ Investment 
Company, as of December 31, 19—, and the related state-
ment of income and retained earnings for the year then 
ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly in-
cluded such tests of the accounting records and such other 
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auditing procedures as we considered necessary in the cir-
cumstances. 
(Middle paragraph) 
Investments described in Note 1 are in companies whose 
financial statements indicate they are in the promotional 
and development stage (or other wording descriptive of the 
facts). Accordingly, the ultimate realization of these invest-
ments depends on circumstances which cannot be evaluated 
currently. 
(Opinion paragraph) 
In our opinion, subject to the realization of the carrying 
values of investments referred to in the preceding para-
graph, . . . 
Disclaimer of Opinion 
(Same scope and middle paragraphs as above) 
(Opinion paragraph) 
Because the investments referred to in the preceding para-
graph enter materially into the determination of financial 
position and results of operations, we do not express an 
opinion on the accompanying financial statements taken as a 
whole. 
Piecemeal Opinion 
See paragraphs 22-25, Chapter 10, Statements on 
Auditing Procedure No. 33 
(Same scope and middle paragraphs as above) 
(Opinion paragraph) 
Because the investments referred to in the preceding 
paragraph enter materially into the determination of financial 
position and results of operations, we do not express an 
opinion on the accompanying financial statements taken as 
a whole. However, in our opinion, current assets, current 
and long-term liabilities, capital stock, revenues, and in-
terest expense are presented fairly in conformity with gen-
erally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 
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The statement entitled "Long-Term Investments" was 
adopted unanimously by the twenty-one members of the 
committee. 
Unless otherwise indicated, Statements on Auditing Procedure 
present the considered opinion of the twenty-one members of the 
committee on auditing procedure, reached on a formal vote after 
examination of the subject matter by the committee and the 
technical services division. Except where formal adoption by 
the Council or the membership of the Institute has been asked 
and secured, the authority of the statements rests upon the 
general acceptability of the opinions so reached. 
The committee on auditing procedure is the senior technical 
committee of the Institute designated to express opinions on 
auditing matters. While it is recognized that general rules may 
be subject to exception, the burden of justifying departures from 
the committee's recommendations must be assumed by those 
who adopt other practices. 
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